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Web Street, Inc.

Common Stock

This is an initial public offering of shares of common stock of Web Street, Inc. There is currently no public market for
our shares.

We provide online brokerage services to individual investors, primarily in the U.S. and Europe. Our common stock
has been approved for quotation on the Nasdaqg National Market under the symbol “WEBS.”

Investing in our common stock involves significant risks. See ‘‘Risk Factors'’ beginning on page 5.

Per Share Total
OFffering PriCe.....coi i $11.00 $41,250,000
UNderwriting diSCOUNt .........c.cooveiieiiieecie et $ 0.77 $ 2,887,500
Proceeds, before expenses, to Web Street ........ccccccovcvvveeenns $10.23 $38,362,500

We and the selling stockholder identified in this prospectus have granted the underwriters a 30-day option to purchase
up to an additional 562,500 additional shares of common stock to cover any over-allotments. Of these shares, up to
120,000 would be sold by the selling stockholder and up to 442,500 would be sold by us. If the underwriters exercise this
right in full, the offering price will total $47,437,500, the underwriting discount will total $3,320,625, the proceeds, before
expenses, to Web Street will total $42,889,275 and the proceeds, before expenses, to the selling stockholder will total
$1,227,600.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved
of these securities or determined if this prospectusis truthful or complete. Any representation to the contrary isa
criminal offense.

The underwriters of this offering expect to deliver the shares to purchasers on November 22, 1999.

Fahnestock & Co. Inc.
Pacific Crest Securities Inc.
Web Street Securities, Inc.

The date of this prospectus is November 17, 1999



[INSIDE FRONT COVER]

HELPING INVESTORS
CHANGE THEIR WORLD
ONE CLICK AT ATIME

[Picture of a globe and the names of various countriesin which we have customersin the background]

HIGHLY RATED ONLINE BROKERAGE SERVICES:

BARRON'S “Four stars™: '98, '99.
SmartMoney Top three Online broker: '98, '99.
Time Digital Top 3 Online broker: '99.

Themark ‘‘Barron’s®’’ is owned by Dow Jones & Company, Inc.; the mark ‘*SmartMoney®'’ is owned by
SmartMoney; and the mark ‘‘TimeDigitals™’ is owned by Time, Inc. New Media. None of Dow Jones & Company,
Inc., SmartMoney or Time, Inc. New Media is associated with this prospectus, this offering or Web Street.

[INSIDE FRONT COVER GATE FOLD]
A GLOBAL PRESENSE.
AN ONLINE ENVIRONMENT.
A HUMAN TOUCH.

[Bar graphs showing quarterly growth in number of customer accounts
and total tradesin 1998 and 1999]

Number of customer accounts Total Trades per
(At Quarter End)(1) Quarter

1998 Q1: 5,600 1998 Q1: 20,100
1998 Q2: 17,400 1998 Q2: 52,500
1998 Q3: 31,500 1998 Q3: 82,700
1998 Q4: 41,300 1998 Q4: 136,200
1999 Q1: 54,500 1999 Q1: 187,200
1999 Q2: 66,600 1999 Q2: 253,400
1999 Q3: 73,000 1999 Q3: 264,000

(1) Represents open accounts, regardless of whether there have
ever been any funds or securities in the account.
SIGNIFICANT SEQUENTIAL GROWTH
OUR GLOBAL ALLIANCES:
ConSors AG

Germany
Switzerland
Austria
Luxembourg
Italy

Sun Hung Kai

Hong Kong
Landsbref

Iceland

C.B. Capitales
Chile

[Picture of the opening page from our web site showing our logo and links to the following: opening an online
account, our trading pit, an explanation of features and benefits and a description of what's new.]
A HIGHLY RATED AND EASY TO NAVIGATE WEB SITE.

[Picture of page from our web site showing our trading pit]
WEB STREET'S EXCLUSIVE TRADING PIT OFFERS CLIENTS UP-TO-THE-SECOND ACCOUNT INFORMATION
AS WELL AS STREAMLINED ORDER ENTRY.

[Picture of page from our co-branded web site with ConSor 5]

OVER 135,000 CONSORS CUSTOMERS HAVE ACCESS TO U.S. TRADES THROUGH THE CONSORS—
WEBSTREET.DE WEB SITE
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Prospectus Summary

This summary highlights some of the information in this prospectus. It may not contain all the information
that is important to you. To understand this offering fully, you should read this entire prospectus carefully,
including the risk factors and our financial statements.

Web Street
Our Business

We provide online brokerage services to individual investors, primarily in the U.S. and Europe. Throu
our web site, located atww.webstreet.com, our customers can quickly execute equity and option trades at a
low cost and conveniently access real-time trading information, financial market data and account informg
These features make trading easier and more efficient for our customers and enable them to take greater
of their investment decisions and financial transactions.

We have built and continue to invest in a proprietary online trading system that is cost efficient, secu
and highly scalable. In our virtual trading pit, our customers can do all the following with just a few clicks
mouse and without changing screens:

« track stock quotes that automatically update in real time as the market moves;
* view up-to-date news and financial market headlines;

» buy and sell securities, including stocks and options;

* receive quick confirmation of executed trades; and

» check securities positions and account balances that are updated in real time to reflect just-complg
trades.

Our customers have access to personalized investment tools, including portfolio tracking; historical and in
day stock charting; market-maker information; financial market and company news; and third-party invest
research. We provide these services 24 hours a day, seven days a week through the internet. We also of
free telephone access for customers who want to enter orders through a licensed broker or our automate
tone telephone trading service. In addition, through our recently established Mutual Fund SuperSite, our

customers can buy, sell or exchange over 4,000 load and no-load mutual funds, obtain fund information,

fund performance reports from MorningStar and read complete fund prospectuses. Further, we provide h
quality customer service 24 hours a day, seven days a week through a toll-free telephone number, 1-800
WEBTRADE, and online help desk.

We are partnering with foreign brokerage firms to offer our Unified Global Brokerage Accounts. Thes
accounts currently enable customers of these firms to trade in U.S. securities markets through translated

versions of our web site, using funds which customers deposit in local currencies and may convert to U.S.

dollars for immediate trading. Our foreign partners market our online services and provide local customer
support in their customers’ own languages. In December 1998, we entered into a three-year mutually exc
agreement with ConSors Discount-Broker, a subsidiary of the German financial institution SchmidtBank al
leading European online discount brokerage firm with approximately 137,000 customers as of June 30, 1

Under this agreement, ConSors is required to direct to us all its customers in Germany, Switzerland, Aus{r

Italy and Luxembourg who want to trade stocks or options in U.S. markets. We currently provide our serv
to ConSors customers with accounts in Germany and expect to begin serving ConSors customers with a
in the four other countries covered by the agreement in late 1999 or early 2000. In January 1999, we entg
into a similar agreement with Landsbref, Ltd., the securities house of The Bank of Iceland, under which

Landsbref is required to direct to us, and we currently provide our services to, all its customers in Iceland
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want to trade stocks or options in U.S. markets. We recently established an alliance with a subsidiary of §
Hung Kai Securities Ltd., a leading brokerage firm in Hong Kong, to provide our online brokerage service
its customers in Hong Kong and to help us form alliances or joint ventures in China, Japan and Australia
possibly other Pacific Rim nations. This alliance is subject to satisfaction or waiver of various conditions,

including the reaching of an agreement regarding the transfer and licensing of technology, the completior
due diligence and the receipt of any required regulatory approvals. We also established an alliance with 3
subsidiary of C.B. Capitales, a leading online brokerage firm in Chile, to provide our online brokerage ser
to its customers in Chile. Through our Unified Global Brokerage Accounts, we plan to enable online inves
worldwide to trade in major global financial markets.

Since the launch of our web site in July 1997, we have grown rapidly:

» our customer accounts increased 132% to 73,000 at September 30, 1999 from 31,500 at Septemb
1998;

» our average trades per day increased 219% to 4,124 for the quarter ended September 30, 1999 fr
1,293 for the comparable period in 1998; and

+ our total revenues increased 293% to $17.2 million for the nine months ended September 1999 frg
$4.4 million for the comparable period in 1998.

During this period of rapid growth, the following leading financial and technology publications have
positively recognized our online brokerage services:

» Barron’'s gave us its highest rating, four stars, in 1999 and 1998, emphasizing that we have a dyna
site where research and trading are easily accessible;

* SmartMoney rated us one of the top three overall online brokerage firms in 1999 and 1998, due to g
low commissions, 24-hour service, rapid technical support, free real-time quotes and instantaneou
updated online account information; and

» Time Digital rated us the third best online discount brokerage service in 1999, noting that our tradir]
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allows investors to monitor stock, fund and option activity, check balances and positions and execlte

trades all from a single screen.

Our Market Opportunity

The U.S. market for equity securities has grown dramatically in recent years, with equity market
capitalization more than doubling in the past five years to approximately $14 trillion. During this time, ther
has been a large increase in the average daily trading volume in the U.S. securities market. At the same
the internet has emerged as a communications and commerce tool that is changing the brokerage indust
According to leading industry sources:

» the number of U.S. online brokerage accounts is projected to be 5.4 million at the end of 1999 and
grow to over 20.4 million by the end of 2003;

+ the value of assets held by customers in accounts with online brokerage firms is projected to be $3
billion in the U.S. at the end of 1999 and to grow to over $3 trillion by the end of 2003; and

» the number of European online brokerage accounts is projected to grow from 400,000 at the end g
1998 to 8.3 million by the end of 2002.
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Our Growth Strategy

Our objective is to be a leading provider of online financial services. The key elements of our strategy to
accomplish this objective include the following:

« expand brand awareness and customer base;

* increase global market presence;

« facilitate trading in world markets through our Unified Global Brokerage Accounts;
» enhance services to encourage increased customer account balances;

* maintain and enhance advanced technological capabilities;

« offer a broad array of financial services; and

* pursue acquisitions, joint ventures and partnerships.

Whereto Contact Us

Our principal executive offices are located at 510 Lake Cook Road, Deerfield, lllinois 60015 and our
telephone number is (847) 444-4700. Our web site is locat&tt@at/www.webstreet.com. We have placed an
electronic version of this prospectus on a special web site locatetthafwww.webstreetoffering.com. Web
Street Securities, our broker-dealer subsidiary, is maintaining this web site and acting as a co-manager of the
offering. Other than the information contained at that site, none of the information contained on web sites
maintained by us or any of our subsidiaries is a part of this prospectus or the registration statement of which
this prospectus forms a part. Accordingly, you should not rely upon this information in making a decision
whether to buy our common stock.

This Offering

Common stock offered by Web Street...................... 3,750,000 shares

Common stock to be outstanding after this offering. 25,176,521 shares

USE Of PrOCEEAS. .....ceiiiiieiiiiiiiiiieeeee e To market our services, to build a separate data center
and for working capital and general corporate purposes
possibly including development or acquisition of self-
clearing operations and funding of acquisitions of other
businesses.

Proposed Nasdaqg National Market symbol............... WEBS

The number of shares of our common stock to be outstanding after this offering excludes the following:

» 2,819,501 shares of common stock issuable upon the exercise of warrants currently outstanding af a
weighted average exercise price of $11.57 per share;

» 2,062,370 shares of common stock issuable upon the exercise of stock options currently outstandipg at a

weighted average exercise price of $4.43 per share;

» 2,517,652 shares of common stock reserved for grants that we may make in the future under our gtock
incentive plan; and

» 1,000,000 shares of common stock reserved for issuance under our employee stock purchase plan.
Except where we indicate differently, the information in this prospectus:

« reflects the conversion of each outstanding share of our preferred stock into four shares of our common
stock, which will occur upon the consummation of this offering;

« reflects a three-for-two split of our outstanding common and preferred stock which we completed i
July 1999; and

» assumes that the underwriters will not exercise their option to purchase additional shares of commpn
stock to cover any over-allotments and that no other person will exercise any other outstanding option
or warrant.




Summary Consolidated Financial and Other Data

Period from
September 3,
1996, our Nine Months Ended
Inception, to Year Ended December 31, September 30,
December 31,
1996 1997 1998 1998 1999
(unaudited)
(in thousands, except share and per share data and Other Data)
Statement of Operations Data:
Revenues...........cccccviiiiiiiivieiennnn, $ — 8 329 $ 7891 $ 4366 $ 17]163
Cost of services.........ccceeeeeeee. — 498 5,116 2,720 10,114
Operating exXpenses..........c.oeeeueeee 116 3,098 14,593 8,791 11|041
NEt I0SS..ccvveeeeeiiiiiieieee e $ (116) $ (3,267) $ (11,818) $ (7,145) $ (3(992)
Basic and diluted net loss per
common share............ccceveeeeens $ (0.01) $ (0.25) $ (0.71) $ (0.43) $ (Q.19)
Shares used in computing basic
and diluted net loss per
common share...........ccccoeeeunnns 12,308,862 12,872,442 16,740,600 16,569,700 20,5%0,308
Other Data:
Total trades.......cccccvccciiiiiieeeeenn. N/A 11,500 291,500 155,300 704,600
Average trades per day................ N/A 100 1,200 800 3,700
Total customer accounts(1)(2) .... N/A 1,100 41,300 31,500 73,400
Total customer assets(1).............. N/A  $16,082,900 $231,558,200 $156,307,300 $519,029,300
Total employees(1).........ccccuvvveeen. 6 14 65 76 119

(1) As of the end of each of the periods presented.
(2) Represents open accounts, regardless of whether there have ever been any funds or securities in the account.

The as adjusted column reflects our sale of 3,750,000 shares of common stock in this offering and

of the net proceeds from our sale of these shares, after deducting the underwriting discount and estimated

offering expenses.

September 30, 1999
Actual AsAdjusted

(unaudited)
(in thousands)

Balance Sheet Data:

Cash and cash eqUIVAIENTS...........oi e e e e e $BFIB7
0] t= L= 1YY= P UURRRRRPRRPPY i o Lo 44,710
o1tz I LF= T o111y =P 3,201 3,201

Total StOCKNOIAEIS’ EOUILY .. ..t r e e e e e e e e e e nnneees 3 4,43,509
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Risk Factors

You should carefully consider the risks and uncertainties described below, and all the other information
included in this prospectus, before you decide whether to purchase shares of our common stock. Any of the
following risks could materially adversely affect our business, financial condition or operating results and
could result in a partial or complete loss of your investment.

Risks Related to Our Business

We have a limited operating history, have incurred losses since our founding and may not achieve future
profitability.

We began offering online brokerage services in July 1997. As a result, we have a limited operating history
upon which you can evaluate us and our prospects. Our limited operating history makes predicting our future
operating results difficult. We have incurred an operating and net loss in each fiscal year since our founding
and may continue to incur losses if our operating expenses increase more quickly than our revenues. Our ability
to achieve profitability in the future will depend upon our ability to expand our brand awareness and customer
base, increase our global market presence and enhance and maintain our proprietary technology. To achieve
these goals, we will need to increase spending on marketing, technology, product development and other
operating costs. To the extent that revenues do not increase as a result of this increased spending, we may not
be able to achieve profitability in the future. If we do achieve profitability, we may not be able to sustain it.

We have had negative cash flows from operations and may not be able to secure additional financing if we
need it in the future.

To date, we have had negative cash flows from operations and have depended on sales of our securities to
meet our cash requirements. In addition to the net proceeds of this offering, we may need to raise additional
funds to:

» support our planned rapid growth;

» develop new or enhanced services and technologies;

* increase our marketing efforts;

* acquire complementary businesses or technologies;

* respond to anticipated capital requirements; and

» respond to competitive pressures or unanticipated requirements.

We may not be able to obtain additional financing on acceptable terms when we need it. If we require, but are
unable to obtain, additional financing in the future, we may be unable to implement our business and growth
strategies, respond to changing business or economic conditions, withstand adverse operating results,
consummate desired acquisitions or compete effectively.

We may not be able to develop and increase public recognition of our Web Street brand.

We believe that establishing and maintaining favorable consumer perception of our Web Street brand is
critical to attracting and expanding our internet customer base and alliances with financial institutions in key
international markets. The importance of developing our brand will increase due to the growing number of
internet and financial services available to consumers. To build our brand, we must succeed in our marketing
efforts, provide high-quality services and products, increase the number of visitors to our web site and continue
to receive high ratings from leading financial and technology publications. If we do not accomplish each of
these goals, our reputation could be harmed, and we may not be able to attract and retain customers and
international partners.



If U.S. Clearing Corporation fails to accurately clear our customers tradesin a timely manner, our
business would be harmed.

Unlike some of our primary competitors, we do not provide our customers with clearing services. These
services include the consummation, settlement and delivery functions in securities transactions and the
maintenance of customer accounts. Currently, U.S. Clearing Corporation, a subsidiary of Fleet Financial Group,
Inc., clears all our customers’ trades and maintains all our customers’ accounts. We have no control over the
operations of U.S. Clearing. If U.S. Clearing improperly handles the funds and securities of our customers, we
may be subject to claims by customers who are financially harmed. Further, if our customers’ trades are not
cleared accurately and in a timely manner, our reputation may be harmed and demand for our services may
decrease. If U.S. Clearing discontinues its contractual relationship with us before our agreement expires or fails
to perform adequately under our agreement, our business, financial condition and operating results could be
materially adversely affected. In addition, we may be liable for the failure of our customers to make timely
settlement on any transaction executed through U.S. Clearing. See “Business—Operations—Clearing.”

Our business may be adversely affected by the expiration of our clearing agreement in April 2000.

Our clearing agreement with U.S. Clearing expires on April 30, 2000. By that time, we currently expect to
become self-clearing, either through an acquisition or internal development. However, as an alternative, we
may (1) enter into a new agreement with U.S. Clearing or another clearing firm or (2) enter into a joint venture
with a clearing firm. Developing our own clearing operations, either through an acquisition or internal
development, or entering into a joint venture or other agreement with another clearing firm could be time-
consuming and costly and could divert our attention and resources. We may not be able to develop our own
clearing operations or enter into a joint venture with or acquire another clearing firm by April 30, 2000 on
terms favorable to us or at all. Therefore, we may have to enter into a new clearing agreement with U.S.
Clearing or another firm at least on a temporary basis, even if that is not the most attractive alternative. We
may also encounter problems moving our customers from U.S. Clearing to us or a new clearing firm. Further,
the NASD must agree to amend our membership agreement before we will be able to engage in self-clearing
operations. The NASD may not agree to so amend our membership agreement. See “—If we become self-
clearing, we will be subject to many new risks which could impair our business” and “Business—Operations
—~Clearing.”

If we become self-clearing, we will be subject to many new risks which could impair our business.

Self-clearing securities firms are subject to substantially more regulatory control and examination than that
to which we are currently subject. Errors in performing clearing functions or reporting could lead to civil
penalties imposed by the SEC or the NASD. Self-clearing, especially because of our lack of clearing
experience, will involve a substantial risk of losses due to clerical errors relating to the handling of customers’
funds and securities. We may not be able to perform these operations as accurately and efficiently as these
operations are currently being performed for us by U.S. Clearing. Clearing processing errors also may lead to
civil claims brought by parties who are financially harmed by these errors. In addition, if we become a self-
clearing firm, we will have to pay for a portion of the securities purchased by our customers, to the extent the
purchases are made on margin. This will increase our net capital requirements substantially. We will need to
have access to sources of capital, which may not be available. We will also have a direct responsibility for the
possession and control of customers’ securities and other assets and the clearance of customers’ securities
transactions. This will require us to record on our balance sheet the customer receivables and customer
payables to us that are a result of customer margin loans and customer free credit balances maintained by us.
This could have a significant effect on our total assets and total liabilities. See “Business—Operations—
Clearing” and “Regulation and Supervision.”



We expect to receive decreased payments related to order flow, which may adversely affect our ability to
offer commission-free trades on particular over-the-counter orders and our per trade revenues and profit
margins.

We receive cash payments from U.S. Clearing that are related to, but not dependent on, the payments U.S.
Clearing receives from various Nasdaq market-makers and third market firms in exchange for routing trade
orders to them for execution, commonly referred to as order flow. Our current clearing agreement requires U.S.
Clearing to make these payments to us at a contractually-determined rate, regardless of the order flow rebates it
actually receives. We received payments relating to order flow from U.S. Clearing of $3,215,000 in the year
ended December 31, 1998, representing 41% of our total revenues for 1998, and of $6,609,000 for the nine
months ended September 30, 1999, representing 39% of our total revenues for that 1999 period. When our
current clearing agreement ends on April 30, 2000, we expect to begin receiving payments that are directly
based upon order flow. We expect that those payments will be made to us at regular market rates, which we
believe will be significantly below the current rate of payment to us by U.S. Clearing. Our current above-
market order flow payments have allowed us to offer our customers commission-free trades on over-the-counter
orders of 1,000 or more shares that are priced at over $2.00 per share. After April 2000, when our order flow
payments decrease, it may no longer be economical for us to continue to offer these free trades, and, thus, we
may lose the competitive advantage we gain by doing so. In addition, payment to us for order flow may further
decrease after our current clearing agreement expires because of:

» the SEC’s enactment of order handling rules which have reduced market-makers’ spreads and
correspondingly their profits;

» the emergence of electronic communication networks, which enable securities trading without the use of
market makers; and

 the proposed quotation of stock prices in decimals, which could further reduce spreads.

Further, the SEC, the NASD or other regulatory agencies, courts or governmental units may prohibit payments
for order flow in the future. If we receive decreased order flow-related payments, our per trade revenue and
profit margins could be materially adversely affected. See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Overview.”

We may not be able to manage our growth effectively or budget adequately for costs associated with our
growth.

Our growth has placed, and is expected to continue to place, a significant strain on our managerial,
operational and financial resources and systems. To manage our growth successfully we must continue to
expand and improve our operational, information management and financial systems and controls on a timely
basis. Our current senior management has limited experience managing a rapidly growing enterprise and may
not be able to manage effectively our growth. We may not budget adequately for the costs associated with our
continued growth, which could adversely affect our ability to offer and expand our online financial services.

We may not be able to hire and retain additional qualified personnel to support our growth.

To continue our growth, we will need to recruit additional high-level management personnel, including
persons with marketing, financial and information technology experience. In addition, we must hire, train and
retain a significant number of other skilled personnel, including persons with experience in the internet,
computer and brokerage industries. Because of the recent substantial growth in these industries, we have
encountered intense competition for these personnel. Also, if we develop internally self-clearing operations, we
will have to hire personnel to implement and manage those operations. Our success also depends on our ability
to attract and retain additional qualified senior and middle managers and customer service representatives. We
may not be able to find or keep additional suitable senior and middle managers, licensed brokers, clearing
personnel, customer service representatives or technical personnel in the future.
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Our operations may be disrupted by technological problems.

Our systems could be overwhelmed by heavy trading or could fail. We receive and process the
overwhelming majority of our trade orders through the internet. Heavy trading volumes could cause significant
backlogs and delays in order execution or could cause our systems to fail. We may not be able to expand and
upgrade our technology, transaction processing systems and network hardware and software to accommodate
increased trading by our customers on a timely basis. Also, our systems, and those of the third parties on which
we depend, may not operate properly in the event of:

« a hardware or software error, failure or crash;
» a power or telecommunications failure;
* human error; or

» afire, flood or other natural disaster.

Our systems may be more likely to suffer problems while we implement upgrades to our network
hardware and software. For example, other online brokerage firms have recently experienced systems
interruptions due to undetected errors in upgraded software introduced to their networks. Additionally, our
computer systems and those of the third parties on which we depend may be vulnerable to damage or
interruption due to sabotage, computer viruses or other criminal activities or security breaches.

Our data center operations are presently located at a single facility in Deerfield, lllinois. Therefore, any
systems slowdowns or failures that disrupt our operations at this facility would impair our ability to execute our
customers’ trade orders. In addition, we depend upon computer systems operated by third parties to
consummate and settle customer trades and to maintain customer accounts. If the systems of these third parties
slow down significantly or fail even for a short time, our customers would suffer delays in trading. Any delays
could be of particular concern for customers when there is significant stock price volatility. These delays could
damage our reputation, cause customers to close their accounts with us and cause customers to incur substantial
losses. We could be subject to claims or litigation with respect to these losses. For example, some of our
competitors have recently been served with customer lawsuits after outages prevented customers from trading.
Our property and business interruption insurance may not adequately compensate us for all losses we may
incur.

We may lose customers if we encounter problems with internet connections. We depend on content
providers to provide us with data feeds on a timely basis. Our web site could experience interruptions in service
due to a failure or delay in the transmission or receipt of this information. These interruptions could prevent our
customers from accessing updated market information that they need to make quick investment decisions. In
addition, our customers depend on internet service providers, online service providers and other web site
operators for access to our web site. Some of them have experienced significant outages in the past and could
experience outages, delays and other difficulties due to system failures unrelated to our systems. These types of
events could cause customers to perceive our web site as not functioning properly and therefore cause them to
use traditional brokerage firms or other online brokerage firms to trade securities.

Our business would be harmed if our computer systems or those of third parties on which we depend fail
due to year 2000 problems. Because many computer systems were not designed to handle dates beyond the
year 1999, computer hardware and software may need to be modified before the year 2000 in order to remain
functional. Due to our dependence on computer technology to conduct our business, the year 2000 issue could
adversely affect our business, financial condition and operating results in the following ways:

* We, along with the rest of the securities industry, depend heavily on the systems of the securities
exchanges and Nasdag. If these organizations do not remedy their own year 2000 problems in a timely
fashion, trading of securities could be halted or delayed.

8



» Any failure due to year 2000 problems of the computer systems operated by U.S. Clearing or Automatic
Data Processing, Inc., which processes data and maintains electronic files regarding our customers’
accounts for U.S. Clearing, could interfere with our customers’ ability to trade and result in trade
processing errors.

» Any failure due to year 2000 problems of the systems of utility companies, online or internet service
providers, our content providers or other parties upon which we depend could interfere with our
customers’ ability to trade online and access critical market information.

» Uncertainty about the year 2000 problem generally may cause investors and lenders to reduce the level
of their market and lending activities temporarily as they assess the effectiveness of our, their and
others’ year 2000 compliance efforts. As a result, we may experience a downturn in customer and
general market activity for a period of time before and after January 1, 2000.

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Year 2000
Readiness.”

Our current services may become obsolete and unmarketable if we are not able to respond adequately to
rapidly changing technology and customer demands.

Our industry is characterized by rapid changes in technology and customer demands. As a result, our
current services may quickly become obsolete and unmarketable. Our future success will depend on our ability
to adapt to technological advances, anticipate customer demands, develop new services and enhance our current
services on a timely and cost-effective basis. Further, our services must remain competitive with those of other
companies with substantially greater resources. We may experience technical or other difficulties that could
delay or prevent the development, introduction or marketing of new services or enhanced versions of existing
services. Also, we may not be able to adapt new or enhanced services to emerging industry standards, and our
new services may not be favorably received.

We may not be successful in pursuing new business opportunities, and we may not be able to compete
successfully in any new business areas.

To date, our business activities have been limited almost entirely to providing online brokerage services
and related market information. However, our growth may depend in part on our strategy of providing other
online financial services, including banking, consumer credit, home mortgage brokerage services, insurance and
merchandise payment, as well as the online distribution of securities in public offerings led by established
investment banking firms. We may need to enter into acquisitions, joint ventures or other alliances to offer
these additional financial services. We may not be able to identify suitable acquisition or partnership
opportunities or enter into and maintain these arrangements on favorable economic terms. Further, we have no
experience in providing these additional online financial services. If we enter new areas outside of our current
online brokerage business, we may be subject to additional regulatory and other requirements. We may not be
successful in pursuing new business opportunities, and we may not be able to compete successfully in any new
business areas.

Our growth could be impaired if we are not able to develop and maintain the relationships we need to
implement our international strategy.

Our growth will depend, in large part, on the success of our international strategy. We have limited
experience in providing our online brokerage services internationally, and we depend on financial institutions in
international markets to help us build our international operations. We depend upon each of our international
partners to provide marketing expertise and a base of existing customers. If we are unable to maintain these
relationships or develop additional relationships in other countries, our ability to penetrate, and compete
successfully in, foreign markets would be materially adversely affected. Further, our current agreements
provide that our international partners have the exclusive right to represent us in their territories. If any of our
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international partners fails to adequately market and support our services in a particular territory, we may have
no way of growing our business in that territory. To implement fully our international strategy, we will need to
expand our current relationships with international partners. These partners may not agree to expand these
relationships.

We may be subject to liability if we fail to comply with applicable foreign regulatory requirements; thereis
uncertainty regarding these requirements.

We currently provide our services to customers in many countries around the world and intend to expand
overseas activities significantly in the coming year. We must comply with the regulatory controls of each
specific country in which we conduct business, including the countries where we have international alliances.
We have not investigated whether our activities violate the local laws and regulations of many of the countries
whose residents buy and sell securities on our web site and, therefore, the risks associated with our activities in
these countries are unclear. Because the online brokerage industry is new, the international regulatory
environment is evolving and, in some cases, unclear. If we fail to comply with foreign laws or regulatory
requirements, we may be subject to civil and criminal liabilities. Civil liability in some countries may include
requiring us to compensate our customers for any trading losses. We could be subject to increased legal and
administration burdens, regulatory requirements and expenses when we expand our Unified Global Brokerage
Accounts to allow trading by U.S. customers in international securities markets and by international customers
in international markets outside their home jurisdictions.

Our growth could be impaired if we do not successfully handle other risks associated with international
business.

There are risks inherent in doing business in international markets, particularly in the heavily regulated
brokerage industry, including:

» less-developed technological infrastructures, resulting in lower customer acceptance of, or access to,
electronic channels;

 less-developed automation in exchanges, depositories and clearing houses and systems;
« fluctuations in currency exchange rates;

» changes in regulatory requirements, tariffs and other trade barriers;

» potentially adverse tax consequences; and

» inadequate protection for intellectual property rights.

One or more of these factors may make it difficult for us to implement fully our Unified Global Brokerage
Account strategy, may materially adversely affect our current or future international operations and may cause
the volume of transactions by international customers to be less than we anticipate. See “Regulation and
Supervision—Securities Industry.”

If we are unable to provide our customers with critical market information because we fail to maintain
our relationships with third-party providers of this content, our reputation could be harmed and we could
lose customers.

We rely on third-party content providers, including BASELINE Financial Services, Inc., S&P Comstock,
Reuters Reality Online, MorningStar and Reuters News Service, to provide us with all of the financial
information, market news, charts, stock quotes, research reports and other fundamental data that we offer to our
customers. We may be unable to maintain these existing relationships. If we lose any of these relationships, we
will need to find other content providers that can provide similar information on commercially reasonable terms
and to integrate their information into our web site. During this potentially time-consuming process, our
customers could be unable to access critical market information on our web site. If we are unable to provide
our customers with fundamental market and financial data for any extended amount of time, our reputation
could be harmed and we could lose customers.
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We could be subject to legal claims and our business could be harmed if there are breaches of our
security or misappropriation of our customers personal information.

Our computer systems may be vulnerable to physical or electronic computer break-ins, viruses and similar
disruptive problems. A person who is able to circumvent our security measures could misappropriate
proprietary information or cause interruptions in our operations. If a person is able to penetrate our network
security or misappropriate our customers’ personal financial or trading account information, we could be liable
for unauthorized trades, impersonation or similar fraud claims. We could also be subject to claims for other
misuses of personal information, such as for unauthorized marketing purposes. Any security breach or
misappropriation of customer information could damage our reputation and materially adversely affect our
business, financial condition and operating results. General concerns over the security of internet transactions
and the privacy of users could also inhibit the use of the internet as a means of conducting commercial
transactions, such as securities trades. See “Business—Technology and Systems.”

We could lose our competitive advantages if we are not able to protect our proprietary technology and
intellectual property rights against infringement, and any related litigation could be time consuming and
costly.

Our success and ability to compete depend to a significant degree on our proprietary software and other
technology reflected in our web site. We do not have patents for this technology. If any of our competitors
copies or otherwise gains access to our proprietary technology or develops similar software independently, we
would not be able to compete as effectively. We also consider our service marks, particularly our family of
“Web Street” marks and related design marks, invaluable to our ability to continue to develop and maintain
the goodwill and recognition associated with our brand. The measures we take to protect our proprietary
technology and other intellectual property rights, which presently are based upon a combination of
confidentiality agreements and copyright, trade secret and trademark laws, may not be adequate to prevent their
unauthorized use. Further, the laws of foreign countries may provide inadequate protection of our intellectual
property rights. We may need to bring legal claims to enforce or protect our intellectual property rights. Any
litigation, whether successful or unsuccessful, could result in substantial costs and diversions of resources. In
addition, notwithstanding the rights we have secured in our intellectual property, other persons may bring
claims against us that we have infringed on their intellectual property rights, including claims based upon the
content we license from third parties or claims that our intellectual property right interests are not valid. For
example, companies have recently brought claims that allege infringement of patent rights relating to methods
of doing business over the internet. Any claims against us, with or without merit, could be time consuming and
costly to defend or litigate, divert our attention and resources, result in the loss of goodwill associated with our
service marks or require us to make changes to our web site or other of our technologies. See “Business—
Intellectual Property and Other Proprietary Rights.”

Our growth may be impaired and our current business may suffer if we do not successfully address risks
associated with acquisitions.

Our growth may depend in part upon our ability to acquire successfully other companies or technologies.
We may encounter problems associated with acquisitions. We have never completed an acquisition and may be
vulnerable to the following risks:

« difficulties in integrating acquired operations, technologies, services and personnel with our existing
operations and personnel;

- difficulties in meeting operating expectations for acquired businesses, services and technologies;
« failure to obtain required regulatory approvals;

« disruption of our ongoing business;

« errors or missed opportunities resulting from inexperience in new business areas;

« diversion of management’s attention from other business concerns;

» adverse impact on earnings of amortization or write-offs of acquired goodwill and other intangible
assets;
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 issuances of equity securities, which may be dilutive to existing stockholders, to pay for acquisitions;
and

» potential loss of key employees and/or customers of acquired companies.
We may suffer losses if we fail to manage effectively our customer credit risks.

We indemnify our clearing agent for losses it suffers on cash and margin transactions with our customers
secured by securities in their accounts. Therefore, we are subject to general risks of loss relating to extending
credit. We take the risk that a market decline could cause the value of the securities of a customer held by our
clearing agent as collateral to fall below the amount of the customer’s indebtedness before the securities can be
sold or the customer can repay the loan or provide additional collateral. We run a risk of loss if there are
decreases in market values of securities and the borrowers fail to honor their commitments. Our policies and
procedures to identify, monitor and manage our customer credit risks may not be fully effective. See “Business
—Our Services—Margin Accounts.”

If we fail to comply with net capital requirements, our business activities could be limited or prohibited.

We are subject to stringent rules of the SEC, the NASD and various other regulatory agencies regarding
the maintenance of specific levels of net capital by securities brokers, including the SEC’s Uniform Net Capital
Rule. Net capital is the net worth of a broker or dealer, less deductions that result from (1) excluding assets that
are not readily convertible into cash, (2) conservatively valuing other assets and (3) various charges for
operational matters. If we fail to maintain the required net capital, the SEC could prohibit us from doing
business, the NASD could suspend our registration and other regulatory bodies could suspend or expel us or
impose limitations on our business activities. As a result, we could ultimately be required to cease or
discontinue expansion of business activities or to liquidate our business. In addition, a change in the net capital
rules, the imposition of new rules or any unusually large charge against net capital could limit our operations
that require the intensive use of capital. If we incur significant operating losses or any unusually large charge
against net capital, our ability to expand or even maintain our present level of business could be materially
adversely affected. If we engage in clearing or underwriting activities, we will be subject to higher net capital
requirements. See “Regulation and Supervision—Net Capital Requirements.”

We may be subject to legal claims in connection with the content we distribute.

We face potential indirect liability for claims of defamation, negligence, copyright, patent or trademark
infringement, violation of the securities laws and other claims based upon the third-party content that we
distribute online. For example, by distributing negative investment research information, we may find ourselves
subject to defamation claims regardless of the merits of these claims. Computer failures may also result in our
widely publishing and distributing incorrect data. In these and other instances, we may be required to engage in
protracted and expensive litigation, which would divert our management’s attention and require us to expend
significant financial resources. Our general liability insurance may not necessarily cover any of these claims or
may not be adequate to protect us against all liability that may be imposed. Any claims or resulting litigation
could have a material adverse affect on our business, financial condition and results of operations.

Employee or customer misconduct could harm us and is difficult to detect and deter.

There have been a number of highly publicized cases involving fraud or other misconduct by employees in
the financial services industry in recent years, and we run the risk that employee misconduct could occur. Our
employees could bind us to transactions that exceed authorized limits or present unacceptable risks or hide
from us unauthorized or unsuccessful activities. This misconduct could cause unknown and unmanaged risks or
losses. Our employees could also make improper use of confidential information, which could result in
regulatory sanctions and harm to our reputation. In addition, we are exposed to potential losses resulting from
fraud and other misconduct by our customers, including:

« fraudulent internet trading, which could involve fraudulent access to legitimate customer accounts or the
use of a false identity to open an account; or

« the use of forged or counterfeit checks for payment.

The precautions we take to prevent and detect employee and customer misconduct may not effectively deter
these activities. If we do not prevent or detect these activities, we may incur losses that we are not able to
recover.
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The loss of members of our senior management or systems development teams could adversely affect our
business.

We believe that our ability to implement successfully our business strategy and to operate profitably
depends on the continued employment of:

* our senior management team, led by Joseph J. Fox, our co-chairman of the board and chief executive
officer, and Avi Fox, our co-chairman of the board and president; and

» our systems development team, led by William J. Mania, our chief technology officer.

Our key man life insurance that covers the loss of Joseph Fox and William Mania will not adequately
compensate us for the loss of their services. We do not maintain key man life insurance for any of our other
key personnel. If we lose the services of one or more members of our management or systems development
teams, our business, financial condition and results of operations may be materially adversely affected.

Risks Related to Our Industry

If the use of the internet does not continue to grow or its growth cannot be supported by its infrastructure,
the growth in usage of our online services could be impaired.

Our market is new and rapidly evolving. Our business will be adversely affected if internet usage does not
continue to grow. Use of the internet may be inhibited by a number of factors, including:

» inadequate network infrastructure;
* security concerns;
 inconsistent quality of services; and

« lack of cost-effective, high-speed service.

If internet usage continues to grow, the internet infrastructure may be unable to support the demands placed on
it by this growth. The internet’s performance and reliability may decline. In addition, web sites have
experienced interruptions as a result of outages and other delays occurring throughout the internet
infrastructure. If these outages or delays frequently occur in the future, internet usage, as well as usage of our
web site and online brokerage services, could grow more slowly or decline.

If the use of online brokerage services is not readily accepted, the growth in usage of our online services
would be impaired.

Our online brokerage services involve a new approach to securities trading. Individuals who have relied
upon traditional means of commerce in the past may not accept, or may be slow in accepting, this new and
very different method of conducting business. For example, investors who trade with more traditional
brokerage firms, or even discount brokers, may be reluctant to trade securities over the internet. Also, concerns
and adverse publicity about security and privacy on the internet or systems failures by us or other online
brokerage firms could hinder the growth of online brokerage trading.

I ntense competition in the online brokerage industry could impair our ability to grow and achieve
profitability.

We may not be able to compete effectively with current or future competitors. The market for online
brokerage services over the internet is new, rapidly evolving and intensely competitive. We expect this
competition to further intensify in the future. In the U.S., we face direct competition from a growing number of
other independent online brokerage firms, as well as traditional discount brokerage firms providing online
and/or touch-tone telephone services. We are also encountering competition from established full commission
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brokerage firms, mutual fund sponsors and other financial organizations, some of which are actively expanding
their online capabilities. In addition, we may face increased competition from commercial banks and other
financial institutions, insurance companies and providers of online financial and information services, as these
companies expand their product lines. We also face increasing competition in international markets, both from
international competitors and U.S.-based brokerage firms that have established or acquired international
operations or entered into partnerships with international brokerage firms. Many of our existing and potential
competitors may:

» have longer operating histories and significantly greater financial, technical and marketing resources
than we do;

« offer a wider range of services and financial products than we do; and

» have greater name recognition, larger customer bases and greater management depth and experience
than we do.

This may place us at a disadvantage in responding to our competitors’ pricing strategies, technological
advances, marketing campaigns, global expansion, alliances and other initiatives. Some of our competitors
conduct more extensive promotional activities and offer lower prices to customers than we do, which could
allow them to gain greater market share or prevent us from increasing our market share. In the future, we may
need to decrease our prices if our competitors continue to lower their prices. Our competitors may be able to
respond more quickly to new or changing opportunities, technologies and customer requirements. This is
particularly true because of the substantial resources being devoted by our principal competitors to marketing
and technology development efforts. Further, to the extent our competitors are able to attract and retain
customers based on the convenience of one-stop shopping or because of international operations or
arrangements, our business and ability to grow could be materially adversely affected. To be successful, we
must establish and strengthen our brand awareness and effectively differentiate our online services from those
of our competitors. We may therefore have to substantially increase marketing or technology expenditures in
order to compete effectively. See “Business—Competition.”

The high volatility of the securities industry could adversely affect our commission and order flow
revenues.

Since our formation, almost all our revenues have been from online brokerage services. We expect this
business to continue to account for a substantial majority of our revenues in the near future. Therefore, we are
directly affected by the same factors which affect the rest of the securities industry. These factors include
economic and political conditions, broad trends in business and finance and changes in securities trading
volumes and price levels. Each of these factors is beyond our control.

The U.S. and international securities markets have fluctuated significantly in the past 12 months. A
downturn in the U.S. securities markets would, and a downturn in international securities markets could,
adversely affect our operating results. Recently, the market for technology and internet-related stocks has been
especially volatile. We believe an unusually large or extended downturn in this market could have a significant
adverse effect on us because many of our customers invest in these types of stocks. In previous stock market
declines, many firms in the securities industry suffered financial losses, and the level of individual investor
trading activity temporarily decreased. In the future, any decrease in trading activity may not be temporary. In
addition, in a market downturn we could suffer substantial losses on margin loans made to our customers, and
the customers may not trade to the same extent they traded before the downturn or at all. Declines in trading
volume adversely affect our results of operations because our commission and order flow revenues are directly
related to the number of trades we process. For these reasons, severe market fluctuations could have a material
adverse effect on our business, financial condition and results of operations. Some of our competitors with
greater financial resources and more diversified business lines might withstand a downturn in the securities
industry better than we would.
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We operate in a highly regulated industry and compliance failures could adversely affect our business.

Our business could be harmed if we fail to comply with U.S. securities and online brokerage industry
regulations. As a participant in the U.S. securities industry, we are subject to extensive federal and state
regulation and the regulation of various self-regulatory organizations. The rules, laws and regulations are
strictly enforced by:

 state and federal criminal authorities;

» the SEC;

» the NASD;

« other self-regulatory organizations, including the various securities exchanges; and

 state securities commissions or agencies.

These laws, rules and regulations focus on the protection of customers and the securities markets, rather than
protection of creditors and stockholders of broker-dealers. Because the online brokerage industry is a new and
rapidly evolving industry, its regulatory environment may be particularly subject to changes. Further, the SEC
and NASD are focusing significant attention on online trading due to the opportunity for abuse of federal
securities laws and broker-dealer laws and the ease with which individual investors can quickly lose large sums
of money. Recently, various regulatory and enforcement agencies have been reviewing service and other issues,
including systems capacity, customer access, best execution practices and advertising claims, as they relate to
the online brokerage industry, including us. These reviews may result in enforcement actions or new
regulations. If we fail to comply with the securities laws, rules or regulations, we could be suspended, censured
or fined, receive a cease and desist order or have limitations imposed on our business activities. Also, we or
any of our officers or licensed brokers could be subject to suspension or revocation of registration by the SEC
and suspension or expulsion by the NASD or other regulatory bodies. If we, or any of our officers or licensed
brokers, suffer any of these consequences, our business, financial condition and operating results could be
materially adversely affected. In a worst-case situation, we could ultimately be required to liquidate our
business. In addition, all our marketing activities are regulated by the NASD, and designated officers must
review all marketing materials prior to release, use or publication. The NASD can impose penalties for
violations of its advertising regulations. Our operations and profitability could also be directly affected by
additional legislation, changes in rules promulgated by the SEC, the NASD, the Board of Governors of the
Federal Reserve System, state regulators, the various securities exchanges and other self-regulatory
organizations, or changes in the interpretation or enforcement of existing laws and rules. See “Regulation and
Supervision—Securities Industry.”

Our business could be harmed if new laws and government regulations relating to the internet are
adopted. Laws and regulations may be adopted in the future that address issues such as privacy, pricing, tax
treatment, consumer protection standards and the characteristics and quality of online products and services.
For example, the Telecommunications Act of 1996 sought to prohibit transmitting certain types of information
and content over the internet. Several telecommunications companies have petitioned the Federal
Communications Commission to regulate internet service providers in a manner similar to long distance
telephone carriers and to impose access fees on these companies. The Federal Communications Commission
recently decided that a web user’s telephone calls to gain access to the internet are interstate communications
and, thus, subject to regulation by the federal government. Increased regulation of the internet could increase
the cost of transmitting or using data over the internet. A number of proposals have been made at the federal,
state and local levels and by foreign governments that could impose taxes on online commerce. The three-year
moratorium preventing state and local governments from taxing internet access, taxing electronic commerce in
multiple states and discriminating against electronic commerce is scheduled to expire on October 21, 2001. If
the moratorium ends, state and local governments could impose these types of taxes or discriminate against
electronic commerce, which could impair the growth of online commerce and materially adversely affect our
business.
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Several states have proposed legislation that would limit the uses of personal information gathered using
the internet. The European Union has enacted its own privacy regulations, which may result in limits on the
collection and use of personal information gathered over the internet. In addition, changes to existing laws or
the passage of new laws intended to address these issues could, among other things:

« create uncertainty in the marketplace that could reduce demand for our services;
« limit our ability to collect and use data from our users; or

 increase the cost of doing business as a result of litigation costs or increased service delivery costs.

Moreover, it may take years to determine the extent to which existing laws relating to issues such as property
ownership, libel and personal privacy are applicable to the internet. Any new laws or regulations relating to the
internet or new interpretations of existing laws or regulations or violations of these laws or regulations could
materially adversely affect our business, financial condition or operating results. See “Regulation and
Supervision—Online Commerce.”

Risks Related to This Offering

Joseph Fox and Avi Fox can control matters requiring stockholder approval because they own a large
percentage of our common stock and they may vote this common stock in a way with which you do not
agree.

After this offering, Joseph Fox, our co-chairman of the board and chief executive officer, and his brother,
Avi Fox, our co-chairman of the board and president, will together own approximately 42% of our outstanding
common stock. Joseph Fox and Avi Fox have entered into a shareholders agreement which provides that if one
of them dies, the other will have the power to vote the deceased’s shares. As a result, Messrs. Fox will together
have the ability to exercise a controlling influence over our business and corporate actions requiring
stockholder approval, including the election of our directors, a sale of substantially all our assets, a merger with
another entity or an amendment to our certificate of incorporation. This concentration of ownership could
delay, defer or prevent a change of control and could adversely affect the price that investors might be willing
to pay in the future for shares of our common stock. Also, in the event of a sale of our business, Messrs. Fox
could elect to receive any control premium to the exclusion of other stockholders. Messrs. Fox will also have
the ability to maintain themselves as our directors and executive officers even if our other stockholders believe
other management would be better for us.

If the market price of our common stock fluctuates widely, you may not be able to sell your shares at or
above the initial public offering price and, therefore, you may suffer a loss on your investment.

The initial public offering price was negotiated between us and the underwriters and may not be indicative
of the market price for our common stock that will prevail after this offering. Therefore, you may not be able to
sell your shares at or above the initial public offering price. We believe the following factors could cause the
market price of our common stock to fluctuate widely and could possibly cause our common stock to trade at a
price below the initial public offering price:

« actual or anticipated variations in our quarterly operating results;

« announcements of new services, products, acquisitions or strategic relationships by us or our
competitors;

« announcements of system slowdowns or failures by us or our competitors;
* new regulations or interpretations of regulations applicable to our online brokerage activities;

 trends or conditions in the internet industry;
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» changes in accounting treatments or principles;
» changes in earnings estimates by securities analysts and in analyst recommendations;
» changes in market valuations of other internet companies; and

» general political, economic and market conditions.

The market price for our common stock may also be affected by our ability to meet or exceed expectations
of analysts or investors. Any failure to meet these expectations, even if minor, could materially adversely affect
the market price of our common stock. In addition, the market prices of equity securities of technology and
internet companies often fluctuate significantly for reasons unrelated to the operating performance of these
companies. The trading prices of many technology and internet companies, including online brokerage firms,
have reached historical highs within the last 52 weeks and have reflected relative valuations substantially above
historical levels. During the same period, these companies’ stocks have also been highly volatile and have
recorded lows well below such historical highs. Our common stock may not trade at the same levels as other
internet stocks, and internet stocks in general may not sustain their current market prices. In the past, following
periods of volatility in the market price of a company’s securities, securities class action litigation has often
been instituted against that company. If any securities litigation is initiated against us, we could incur
substantial costs and our management’s attention and resources could be diverted from our business.

Provisionsin our charter, our by-laws and Delaware law could delay or deter tender offers or takeover
attempts that may offer you a premium, which could adversely affect our stock price.

Various provisions in our certificate of incorporation, our by-laws and Delaware law could make it more
difficult for a third party to acquire control of us, even if the change in control would be beneficial to you. The
existence of these provisions may deprive you of an opportunity to sell your shares at a premium over
prevailing prices. The potential inability of our stockholders to obtain a control premium could adversely affect
the market price for our common stock. See “Description of Capital Stock.”

Our stock price may decline if a large number of shares are sold after this offering or thereisa
perception that these sales may occur.

After completion of this offering, there will be 25,176,521 shares of our common stock outstanding, of
which approximately 42% will be held by Joseph Fox and Avi Fox. Messrs. Fox may sell their shares in the
public markets from time to time, subject to limitations imposed by federal securities laws and lock-up
agreements with the underwriters. The market price of our common stock could decline as a result of sales of a
large number of shares of our common stock by Messrs. Fox or other stockholders in the market after this
offering, or the perception that these sales could occur. These factors also could make it more difficult for us to
raise funds through future offerings of our equity securities. See “Shares Eligible for Future Sale.”

Because an active trading market for our common stock may not develop after this offering, it may be
difficult for you to sell your shares.

There was no public market for our common stock before this offering. We do not know the extent to

which investor interest in us will lead to the development of a trading market or how liquid that market might
be. If an active and liquid trading market does not develop, you may have difficulty selling your shares.
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Cautionary Note Regarding Forward-L ooking Statements

This prospectus includes forward-looking statements that reflect our current expectations and projections
about our future results, performance, prospects and opportunities. We have tried to identify these forward-
looking statements by using words including “may,” “will,” “expect,” “anticipate,” “believe,” “intend,”
“estimate” and “continue” and similar expressions. These forward-looking statements are based on
information currently available to us and are subject to a number of risks, uncertainties and other factors that
could cause our actual results, performance, prospects or opportunities in 1999 and beyond to differ materially
from those expressed in, or implied by, these forward-looking statements. These risks, uncertainties and other
factors include:

+ our need to maintain and increase our customer accounts;

» our need to establish additional international and content relationships;

 the intense competition among web sites providing online financial services;
 existing and future regulations affecting our business or the internet generally; and

» other factors set forth under “Risk Factors” in this prospectus.

You should not place undue reliance on any forward-looking statements. Except as otherwise required by
federal securities laws, we undertake no obligation to publicly update or revise any forward-looking statements,
whether as a result of new information, future events, changed circumstances or any other reason after the date
of this prospectus.

Cautionary Note Regarding Statistical Data

This prospectus contains statistical data regarding the past and projected growth of the U.S. equity
markets, investment activity, the internet, online commerce and the U.S. and international online brokerage
industries. We have taken these data from information published by sources specializing in research of these
subject matters. However, these data are by their nature imprecise. Therefore, we caution you not to unduly
rely on these data.
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Use of Proceeds

We estimate that our net proceeds from the sale of the shares of common stock we are offering will be
approximately $37.1 million. If the underwriters exercise their over-allotment option in full, our net proceeds
will be approximately $41.6 million. Our net proceeds are what we expect to receive after deducting the
underwriting discount and estimated offering expenses. We intend to use these net proceeds as follows:

* Increased marketing and promotional efforts. We plan to use approximately $24.0 million of the net
proceeds to market our online brokerage services and other financial services and products over the next
12 months;

» Developing a second data center. We intend to use approximately $1.0 million of the net proceeds to
fund a portion of the cost to develop a second data center in Arizona so that we can (1) continue to
serve our customers in the event of a catastrophic systems failure at one of our facilities, (2) increase
our overall system capacity and (3) operate more efficiently by splitting the demands on our systems
between two facilities; and

» Working capital and general corporate purposes. We intend to use the remaining $12.1 million of the
net proceeds, $16.6 million if the underwriters exercise their over-allotment option in full, for working
capital and general corporate purposes, possibly including development or acquisition of self-clearing
operations and funding of acquisitions of other businesses. Though from time to time we evaluate
potential acquisitions, we have no current agreement, commitment or understanding with respect to any
acquisition.

The previous paragraph describes our best estimate of our use of our net proceeds from this offering,
based on our current plans and estimates of anticipated expenditures. However, at this time, we cannot
precisely determine the exact cost, timing and amount of funds required for our specific uses. Our actual
expenditures may vary from these estimates. We may find it necessary or advisable to reallocate the net
proceeds within the uses outlined above or to use portions of the net proceeds for other purposes. Pending their
use, we plan to invest the net proceeds in short-term, investment-grade, interest-bearing securities.

We will not receive any proceeds from any sale of shares by the selling stockholders if the underwriters
exercise their over-allotment option.

Dividend Policy

We have never paid any cash dividend on our common stock. We plan to retain all future earnings to
support our operations and to finance the development and growth of our business. Therefore, we do not expect
to pay cash dividends on our common stock in the foreseeable future. Any future determination as to the
payment of dividends will be at our board of directors’ discretion and will depend on our results of operations,
financial condition, capital requirements and other factors that our board of directors considers relevant.
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Capitalization

The table below shows our capitalization as of September 30, 1999. The as adjusted data reflect:

« the conversion of all currently outstanding shares of our series A preferred stock into an aggregate of
450,000 shares of our common stock upon completion of this offering; and

» our issuance and sale of 3,750,000 shares of common stock and receipt of the net proceeds from our
sale of these shares, after deducting the underwriting discount and estimated offering expenses.
September 30, 1999
Actual AsAdjusted
(unaudited)
(in thousands)
[oTaTo I (=11 4 Ko (=Y o | SRR $ - $ —
Stockholders’ equity:
Series A preferred stock, $.01 par value, 500,000 shares authorized and
112,500 shares issued and outstanding, actual; no shares authorized,
issued and outstanding, as adjusted............cccceereiieeer i 1 —
Series C preferred stock, $.01 par value, 5,000,000 shares authorized and
no shares issued and outstanding, actual; no shares authorized, issued
and outstanding, as adjuSted...........ccuvveiiieeee e — —
Preferred stock, $.01 par value, 6,000,000 shares authorized and no
shares issued and outstanding, actual; 2,000,000 shares authorized and
no shares issued and outstanding, as adjusted ...........cccccceeveeeeiiiiiciiinnneen, — —
Common stock, $.01 par value, 100,000,000 shares authorized and
20,976,521 shares issued and outstanding, actual; 100,000,000 shares

authorized and 25,176,521 shares issued and outstanding, as adjusted .. 210 252
Additional paid-in capital ..........cccuviieiiieee 24,082 61,097
Accumulated defiCit.........ueviieieei i ——————— (19,840) (19,840)

Total stockholders’ equity and capitalization.............c.occeeveeiiiieiennnneen. $ 4,453 $41,509

The number of issued and outstanding shares of our common stock excludes as of September 30, 1999:

» 1,619,501 shares of common stock issuable upon the exercise of warrants at a weighted average
exercise price of $4.70 per share;

» 2,054,870 shares of common stock issuable upon the exercise of stock options outstanding at a weighted
average exercise price of $4.41 per share;

» 2,097,652 shares of common stock reserved for grants that we may make in the future under our stock
incentive plan; and

» 1,000,000 shares of common stock reserved for issuance under our employee stock purchase plan.

The as adjusted number of issued and outstanding shares of our common stock also excludes the following
issuances of warrants and options after September 30, 1999:

» 1,200,000 shares of our common stock issuable upon the exercise of warrants issued to Sun Hung Kai
Online Limited, the exercisability as to 1,000,000 of which is subject to the achievement of performance
milestones (see “Description of Capital Stock—Warrants”);

» 7,500 shares of common stock issuable upon the exercise of stock options issued in October 1999 at an
exercise price of $10.00 per share; and

« an additional 420,000 shares of common stock to be reserved for grants that we may make in the future
under our stock incentive plan. The maximum number of shares available for delivery under this plan
increases by 10% of any increase in our outstanding shares of common stock subsequent to the August
26, 1999 effective date of the plan.
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Dilution

Our net tangible book value at September 30, 1999, after giving effect to the conversion of all currently
outstanding shares of preferred stock into an aggregate of 450,000 shares of common stock, was approximately
$4,409,228, or $0.21 per share of common stock. Our net tangible book value is our total assets minus the sum
of our liabilities and intangible assets. Our net tangible book value per share is our net tangible book value
divided by the total number of shares of common stock outstanding.

At September 30, 1999, our pro forma net tangible book value, after giving effect to:

* an increase in our total assets to reflect our net proceeds from this offering as described under “Use of
Proceeds;” and

« the addition of the 3,750,000 shares of common stock we are offering by this prospectus,
would have been approximately $41,465,478, or $1.65 per share of